By BETTY L. BARKER

A Profile of US. Multinational Companies in 1977

THIS article presents & profile of
.S, multinational companies (MNCs),
based on data from BEA's 1877 bench-
mark survey of TS, direct investment
obroad. Tt discusses industry charec-
terisiics of the MW C's, their size, the lo-
cotion of their operations, the T.S. paz-
ents’ percentage ownership in their
foreign afiilintes, and tha form of orga-
uization of parents and afiiiiaies, Forth-
coming studies will discuss, in greater
depth, specific aspecis of the MNC',
such as their growth since the last
benchmarls survey of 1066, sales, gross
product, empleyment, technology,
soarces and uses of funds, and T0.5.
merchiandise trade,

T8, direet investinent abroad exisis
when one U.8. person {U.5. parent) has
A& direct or indirect ownership interest
of 10 percent or more in n foreign busi-
ness enterprise (forelgn affiliate). T.8.
MNC's are UL5. companies thot have di-
rect jnvestment abroad. An MNC con-
gists of the TI.8. parent and a1l of it=
farsign afiiliates,

The 1877 benchmark survey was a
census, i.e., it was intended fo cover tha
universe of .S, MNC’s. Reporta ware
received for 3,540 T.B. paremis and
their 21,688 foreign affiliates. Although
a large number of very small affiliates
ware exerapéed from the snrvey in order
to ease the reporting burden, coverage

Norp—Armeld  Gilbert progrommed  the
tables, with uesatance o Richard Mauvery.

1. Tha April 1351 SURVET oF CORXIKF BOSINRAN
gave 4 WM descripHon of the bénchmark pereay
and hightlghka of the data. Eze Interpatlomel In-
vestment Divleion, “1077 Bsichmark Barver of T.8,
Direct Invertmont Abrosd” Sonrer a1 rApel
1981) : 23-2Y. Dxtailod dain and & more complets
mathodology of the gurveyr were publighid In 7.5,
Bivent Iapssiment dAbroad, 2977 copler wmay he
abteined from the Soperintsmsent v Documents,
U-Z. GPO, Washington, D.C. 20403, price 31000,
ALonk BuD Tl (0301 0 -Die ],
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of the universe in terms of values was
virtnally complete,

The benchmark survey covered par-
ents and affiliates in nll industries, How-
ever, this article will cover only non-
bank MEC('s A nonbank MNC consists
of a nonbank U.5. parent that hes ai
least ona nonbank forzign affiliate, and
ity nonbank affiliate(s). Tn the 1977
benchmark survey, much more date
were collected for nonbank pavents and
affiliates than for bank parents and affil-
intes, becanse the latter alveady were ve-
quired to report most of the informa-
tion needad for policy purposes to ofher
7.8, Government agencies.

The 2,426 nonbank parents of non-
bank eflilintes scoounted for 97 percont
of both the number and employment,
but only T8 percent of the totel] assels,
of all T.8. pavents; similarly, the 23,
841 nonbanlk sffiliates of nonbank par-
ents mccounted for 98 percent of the
number and 98 percent of the employ-
ment, but only §8 percent of the total
nssety, of all affiliates, ' Assets of non-
bank parents and affilistes tended to be
lower, on average, than those of banl:
parants and affiliates, becanse the az-
Bets of the latter inecluded substantial
financial elzims arising from their lend-
ing setivities. {Their lisbilities tended
to be high also, becanse of their sizable
borrowing ectivities and enstomers’
depogits.} In the remainder of this ae-
ticle and in 2ll aceompanying tables,
the term “TI.S. MNC's™ refers only to
nonbank MNC’s, as defined shove
“TJ.8. parents" refers only to nonbank
parents of nonbamlk affiliates, and “for-

- eigm affilistes™ refers only to nonhbanl

affiliates of nonbank parents.

The characteristics of TS, MNC
conld be described using & rumber of
differeni items, such as tofal assata,

sales, or employment. For simplicity,
most of the discussion here is in terms
of & single item—total assets. (One ex-
ception is in the discussion of industrial
diversity, whers some of the necessary
data are available onty for sales.) How-
ever, the number, sales, and cmploy-
ment, as well oz the total assets, of
MN{s are presented In most of the
tables ond are mentioned in the fext, to
the extent that they add to the discus-
sion of 4 piven characteristic.

Highlights of this avticle are:

® U8, MNC’s had worldwide con-
solidated assets of $1£19.2 bhillin in
1977; 42 percent were in manufactur-
g, 28 pereent in finance (except banlk-
ing), insurance, and real estate, 16 per-
cent in petroieum, and 183 percent in
Yother industries” {mainly frensporta-
tion, communicetion, and public util-
ities). The remnining € percent were in
trade and mining.

® A majority of affiliates were class-
fied in the same industries as their U.S.
parents, or in indunstries that comple-
mented or were closely related to those
of their patents.

® Industry spacialization ratics-—the
percentags of an MNC's total sales that
wera in the MNCs own indnstry of
classification—renged from 72 percent
in mining to almost 90 percent in
petroleum and Erade.

@ The disiribation of seles by MNC
ndustry of classificotion did not differ
signifieantly from that by industry of
the ssles themselves.

# The distribution of worldwide con-
solidated nseets of TS, MNC'a was
highly skewed towsrd the iarge MNC's.
The 62 lnrgest—-those with assets of at

d

least $5 billion each—aceounted for less =
than 2 percent of the number, bui for

50 percent of the nssets, of all MNC%,
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o Affiliates nccounted for 24 percent
of the aggregated samts of U.S, par-
ents and afiliates. By industry of MNC,
afiliates’ shares of appregated assets
rangad from 38 percont in petrolenm
to 10 percent in finence (except bank-
ing}, insuranes, and rea) estate,

® Almost three-fourths of affiliates’
nszeis—$359.6 billion out of $490.2 hil-
lion—were in developed couniries. As-
satz of affilintex in Canade, st 3982
billion, were the largest for any single
country, Asets of European affiliztes
were $208.¢ billion and were muninly in
the Buropesn Commurnities (9). Al-
raost Ewo-thirds of the assets of afflintes
in developing countries were in Lutin
America.

@ Nearly cne-half of TT.8, MNC's
hod afliliztes in only 1 country. Only 4
- pereent had affibates in more than 20
couniries

® Eighty-three percent of affiliates
were majority-owned (Le, ovned more
than 50 percent) by their 1.5, parents;
of these, 88 percent were wholly ewned.

& Globally, majority-owned afilintes
accounted for nearly three-fourths of
total affiliate assets. Theiv shares of as-
sets were significantly lesz in coua-
trics—such as South Roren, JSapon,
India, Spain, and Mexico—thai main-
tained resivictions on majority owner-
ship by foreigm investors.

® Most 113, pnrents and foreign affil-
iates were ineorporeted. Incorporatad
parents accounted for 09 pereent of the
assets of nll pnrents, and incorporated
affiliates reecunted for 87 pamnt of the
azseis of all affiliates,

& Sixty-one percent of affiliates were
single-establishment enterprises. Omly
8 percent had I1 or more sstablish-
hents.

Indostry Characteristics
of MNC’s

Digtribution of MNC assets by industry |

In the 1977 benchmark survey, data
were ¢ollected for, and an indnstry cods
assigned to, the T.8. parent and cach
of itz foreign affiliates separately; the
codes were bused on the industry in
which the individual parent’s or afl-
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inte’s snles were largest, Becauss an
MNC-wide industry code {ie, & code
buased on the worldwide consolidated ac-
tivities of the MNC a8 2 whole) wesnat
available from the swrvey, in what fol-
Iows, aach MNC is classified by indus-
try of LS. parent. In » majority of
eases, however, the I1.S, porent’s indus-
try was probably alsc the MNC-wide
industry, beeanse, sg will be discnssed
Iater, U8, parents normally accountad
for a much larger share of total MNC
operations than did their foreign affil-
lates, and o majority of nffitiates were
clagzified in the same indastries ag their
parents.

Tdble 1 presenis selected data for
T.5. MNC’s by industry of 1.5, parent.
For MNC's worldwide, total assets are
shown two ways—-aggregated and con-
solidated. Aggreguted ussets are the
snm of the assets of TLS. parents and of
their foreign sffiliates, which wera re-
ported separately in the 1%77 bench-
mark survey. This sum containg dupli-
cotion berause of intercompany posi-
tions hetween a parent and an affitiate
or between two affilintes of the same
parenti; these positions give rise to as-
sets on the books of hoth tha parent and
the sffiliate, or of the two nffiliatas, in-
wolved. Conzolidatad assefs are assets
after elimination of the daplication of
intercompany positions. Worldwids
consolidated assets of MNC's were not
reported in the 1977 benchmack survey,
but the date needed to remove most of
tha duplication were reported. (For
derivation and further sxplanation, ses
the techaical ncle.} In 1977, consoli-
dated assets of the MNC's were ronghly
approximated to he $1,8I8.2 hillion,
compared with agpregated assets of
$2,033.4 billion. Thus, a ittla over 10
percent of agpregwted nssets were elimi-
nated by consolidation.

By industiy of U.S. parent, manu-
facturing acecnnted for 42 percent, f-
nance {except banking}, insurance, nnd
real estate for 23 percent, petralenm for
8 percent, and *other industries”
{mainly transportation, commanien-
tien, and publie utilities) for 13 per-
cont, of MNC worldwide eonsolidated
nssets, The shore of trade was 5 percent
nnd that of mining Jess than 1 percent.
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Of the manufactoring total, 21 per-
cent waes in transportstion equipment,
15 percent in chemieals, 14 peveent in
metals, and 1% percent in nonelectrical
machinery. In finance (sxcept hank-
ing), insurance, and real estnte, MNC's
in insurance hed the lavgest share of
1zsets,

The digribution of MNC aggregated
amets by industry of TS, parent was
virtnally the same as that of MNC con-
godidated assets. Flowever, the distribu-
tions of MNC sales and employment hy
industry each differed signifleantly
from that of sither asset measure.

U.5, MNC's had worldwide {aggre-
gated) sales of $2,080.3 billion and
worldwide employment of 28,081,000 in
19772 MNC% in manafacturing and
trade nccounted for larger shares, and
MNC's in finance (except banking), in-
surance, and real esiate for sanller
ghares, of both sales and employment
than they did of assets (chact 11}. In
the Intter industry, retios of sales to as-
setz, and of employment to assets, ave
wsuolly significantly lower than those
in other industries ; assets of enterprises
in this industry often include very siz-
able investment porifolios, which, an
sreruge, generste lower “sales” {in this
¢nge, mainly dividend and interest ve-
eaipta) and support fewer employees
than other types of assets.

Petroleunn MINC's aceounted for a
Jarger shars of sales, but o much smaller
share of employment, than of assets
Their larger share of sales probably re-
flecied the substantial duplieation in
their sales data becauze of intercompany
transections. Before being sold to final
custamers, petroleum is typically resold
severnl times within the MNC—for ex-
ample, by extvactive affiliates to refining
affiliates, and then by refining affiliates
to marketing or distribution affiliates,
The smeller share of employment ae-
counted for by petrolawn MNC'=mainly
refiected the relatively high capitel
(and low laber) intenszity of the petro-
leum industry.

2, Ooly ozprecated, not cobselldated, worldwide
A0 snlea ars shown tm the mables and AHsewseed
ju tuls actlsla, A& fortheaming study will estlmate
ronEcliduted wordwiie dINC salos
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Comparizon of affiliate and porent
industriea

A, mujonity of foreign affiliates were
clossified in the same indusiries as fheir
- IS, parents, or in induatries that com-
plemented or were closely related to
thase of their IS, parents. This sog-
gests that the classification of & TR.5.
MNCO by industry of T.5. parent, in
most cemes, provided an adequate de-
- seription of the major industrial activ-
ity of the MNC as a whole.

Table 2 shows total assets of foreign
affilintes disaggregated by industry of
TT.5. parent, cross-classified by industry
of the affilinte itself. Affitiates classified
in the same industries as their LS, por-
ity aeccounted for wore than one-hald
of the assets of all eifilistes of TS, par-
ents in each of the six meajor industries
shown in $able 2, Their shares of nssels
ranged from 84 percent in mining to 52
percent in “other industrics.”

Affiliates clasgified in mnanfacturing
necounted for 88 percent of the nsseis
of al} affiliates of mannfacturing par-
ents. Mozt of the vemaining nmsets were
accounted for by affilintes In trade and
m finance (except bonking), mmsurance,

and venl estate {which includes helding -

companies) ; in general, these effiliates’
activities complemented the MNC's
manufacturing operations—by selling
the goods produced, or by ebtaining fi-
nuneing for, or holding equity interests
i, the mannfacturing operations.

Affilistes in petroleum neeounted for
79 parcent of the assets of al! affilintes of
petroleum parents. As in manufactyr-
ing, most of the remaining assets were
aeeounted for by sffliates in comple-
mentary or related industries; affilintey
ih fipance {excopt Lanking), insurance,
and renl estate—mninly Knance and
holding companies—acconnted for 9
percent, and affiliates in chemical manu-
facturing—particularly in petrocheml-
cals—for 4 percent.

Within manufocturing, the shares of
total mffiliste assets meeounted for by
afliliztes classified in the same indus-
tries as their pareats ranged from 69
peresnt in foods to 34 percent in elee-
trical machinery. In each industry ex-
eept matals, the remaining assets were
largely accounted for by affiliates’ in
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trade and in finance |exsept banking},
insurpnee, nod real estate; in metals,
they wera lnrgely accounted for by min-
ing affilintes. The shere of remaining
sgsets accounted for by finnne: affliates
was paiticularly large in transpertation
aquipment, where most MNC's have
estnblished separate affifiates to Lamdle
the finaneing of their sles, both o finnl
enstomers and to dealers. Sales finane-
ing iz needed in this industey more than
in most others, becanse of the sizenble
per-unit expendibure involved in pan-
chases of transportation equipment. In
addition, » large portion of final sales
sre Eo Individuals, who, compnred with
Lusimesses, tend to rely move heavily on
finanecing provided by sallers, The share
of remaining tssets accounted for by
trade affilinfes was partienlariy Iarge in
electrical and nonelectrieal machinery.?

Im most indwsiries, afiliates claszifiod
in the some industries as their pavents
accounted for higher percentages of
both the sales and employment, than
they did of the assets, of all affilintes.
Tl major exeeption was in finance (ex-
cept Danking), insnrance, and real
estate, where aflilintes in the sume in-
dustries ag their parents accounted for
40 pereent of snles and 17 porcent of
employment, compared to 67 pereent of
ascets. In ol other mnjor industries,
affilintas In the snme industries as their
parents accounted for at least 68 per-
cent of the sales and 75 percent of the
employment of all afilistes,

Although, in valve terms, o majority
of affilistes were classified in the szme
industriss as their parents, many afili-
utes were not. As 4 resalt, the distribn-
tion of afiliate assetz by indostry of
U.S. pareni {first column of table 2}
differed significantly feom the distnby-
tion of those same assets by tndostry of
the affilintes themeelves {first row of
tnble 2), When disaggregnted by indus-

A. In &lecirlcol methinery, the relntively small
ahaks of total afiilate aggets Aceoon tad for Ly aMIL-
nter in #lecirical machinery, and the rolateslr
iarge share of vemalnihg asmeks occoomied foo by
sffiHates 10 trade. moy hare Been partis dug ta fleg-
alficatipn prableme lavolving o 1arge, Wlghly divecsl-
fiegd, migorlbr-owntd afillote Wheo thls AMLake's
tupert mAn Sl Ioformation Trom Ses TLE. parsal
indleated thut It wae & trade afiliate ; Informatlcn
phiained mfier pudlication of tha 1077 banchoark
aurvey resnlts lod kel that the afillate proehably
rbaeld huve been clapalfied in clectrical machinerr
mapulactacing,
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IR CHART 17
Worldwide Consolidated Assefs,
$ales, and Employment of U.5.
MNG's, by Industry
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ity of TLS. parent, affiliste assets were
more concentrated in manofacturing
and, to some exient, petroleum, and less
eoncentratad in mining, trade, and fi-
nance (except banking}, insurance, and
renl estete, thon they were when disag-
gregated by industry of sffiliate,

Industrinl diverstiy of MNC's

¥

In the 1977 benchmark survey, each
11.3. parent and foreign affiltate was re-
quired to dissggregate its sles by the
industry of the sales themmelves, As
noted enclier, a parent or affiliate was
classified in the one industry in which
its sales were largest, even though it
niay have had eignificant sales ontside
that industry.

Tahle 2.—Totsal Agseks of Farcign Affiliates, 1977, Industey of 1.5, Farent by Iodustry of Affiliate
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Table 3 shows, for MNC's, and for
parents and afiiliates separetely, zalag
that were in their own industrisz of
classification and sales that were in
other industries. Tt alse gives induskry
specialization ratios—defined as the
rakio, in percentage tarma, of sales in an
MN{C", parent’s, or afiiliate’s industry
of classification to tofal sales by the
MNC, parent, or afiliate. The highey
the ratio, the more spevialized are the
enterprisea ¢lassified in the industry.

For MNC’s as a whale, specialization
ratios in the six major industries shown
in table 3 ranged from 72 percent in
mining to almost #0 perceni in peirs-
leum and trade. In manufacturing, the
ratic was $3 percent ; however, the ratio
wag well below this n each manufscéur-

Cretober 1881

ing subhindustry. Industry specializa-
tion ratios depend, at Teast in patt, on
the level of indastry sggregation used
for data presemtation—the rotie wilk
tand to be higher the more appregated
the industry structore ased (and hence
the larper the number of subindustries
included in & subtotal). Accordingly.
care should be taken in comparing the
ratios, ns shown in iazble 3, for indus-
tries that nre nt different levels of
aggregetion.

Foreign affiliates had higher special-
ization retios than their 10.3. parents
in neariy every industry shown in table
3. For the six major industries, parent
ratios ranged from 8% perceni in min-
ing to ¥ percent in trnde, wherens all
afflinte vatios exceeded 72 percent,

Irvduatry of afiliats
|- Mamiaciaring Financo
itmept
Tadostry of T8 parant _All . Bk~
indus- | Mining| Pateo- Food Ohem- | Primacy | Michine | Electic | Trans- Trads | AtE), I | Ok bne
i Ieamn andl | es’sand | and k- oy | wod gl | o L1108 sakaner. | dumides
Total | iin wilied | risatsd | esmexph | e ton | matig- wnd rasl
p Lx ypolats | ebeckrioal! eqeip- | oquip- | fashuing L.t
e ik
Mons of Qolines
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Within menufacturing, mest parent
ratios ranged from 50 to 80 percent,
whereas nearly all affiliate ratios ex-
ceeded 80 percent. The higher sffiliate
ratios partly reflected the fact that, ss
discussed in the next section, afilintes
tended to be much smaller than their
U.S. parents. Smaller companies are
generally less diversified then larger
ones, because, in most cases, only the
larger ones can simultanesusly produce
s nambar of different products on an
economically efficient seals, In addition,
the types of capital, Iabor, and naiural
resources aveilable for production—
and thus the types of goods that can
be profitably produced by a given com-
pany—are more Jlimited in many
foreipn countries than in the Tlnited
States,

The higher specizlization ratica for
aflilintes also partly reflected the lower
level of conzolidstion permnitted, in the
1#77 henchmark survey, for afitlintes
than for their UL.5. parenfs In general,
for & multi-industry enterprize, the
lower the level of conzolidation, the
higher the ratio. In the benchmerk sur-
vey, affiliates in & given country could
be consolidated only if they were in the

same industry or were integral parts of -

the sama bysiness operation. In con-
trast, U.8, parents were defined as fully
consolidated domestic enterprises, and
corporations required fo be comzoli-
dated with the parents were not limited
s to industry classification.

Becouse of industeinl diversity, anal-
yees of the mdustry distribution of
MNC's based sclely on date disaggre-
gated by industry of elassification may
be misleading. The extent to which this
is the ense is indicated by compering
the distribution of MNC eales by indusz-
try of classification with that by indus-
try of the sales themsel ves. For MNC
a8 & whole, and for TS, parents and
foreign affilintes separateiy, the distri-
bution of anles by industry of elassifi-
eation did-not differ significantly from

4. In additlen, If w T.LE. eorpazstion wer mor-
mally exchoded fyvon ik connollda tlon tn repects %
siackbolders bormube itw opeTations Werw Lirgsly
ubt¥lated to thoke of the owrnlog enterpries, the
benchesark wurvey oevertheless reguired it o b
capsolidated Cor ageregated. ¥ eonaolldaion wonld
hata caursd 2y 4%due borden) witk the owolop
enterprige.  Beg  (echbdeal note for  forther
erplanation. .
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that by industry of sales, at least for
most major industries (tabled}. In pan-
eral, industries thet had large percent-
age differences in sales between the two
distributions secounted for small shares
of total sales, For most other industries,
gnins and lomes of sales due to redis-
tribution of sales from indunstries of
classification to industries of the sales
themselves were larpely offsetting.

For MNC's as & whole, manufactur-
ing sccounted for BO percent of total
sales by industry of classification and
48 percent of total seles by industry of
sales; the comparable percenteges for
trade MO were 11 and 18 perceit,
respectively. The shares for petrolenm
MNC's were virtuelly identical—28
parcent and 22 percent, respectively.
Among petrolenm subindastries, how-
ever, there were significant, but nearly
oftseiting, differences in shares between
the two distributions, The share of pe-
troleum and coal prodnets was higher—
20} percent compared to 15 percent—and
the shavres of petrolenm wholessle trade,
oil and gas extraction, and “other petro-
leum™ somewhat lowsy, when sales were
distributed by industry of classifics-
tion rather than by industry of sales.

Size of MNC's
MXC’s aa a whole

The disiribotion of the worldwide
consolidated assets of US. MNC’s by
asset size class was highly skewed—a
gall nymber of MG’ accounted for
a disproportionately large share of as-
sets {table 3 and chart 12). The 82 larg-
est MNC’s——those with werldwide con-
solidated assets of at least %5 billion
each—accountsd for less than 2 percent
of the number, but for 50 percent of the
consolidated assets, of all MNC's. At the
otker end of the disttibution, 54 percent:
of MNC's had consolidated assets below
$50 million each, but they acconnted for
less than 2 percent of total MNC con-
solideted azsets. For al! MNC's, aver-
apre consolidated assets were about $530
million, while median consolidated
assets were under $50 million,

The nsset size distribution of U8,
MNC's was skewed in each major in-
dustey as well. In manufacturing,
MN('s with consolidated assets of at

45

least 25 hillion accounted for I percent
of the number, bt for 32 percent of the
conselidated assels, of all manufactur-
ing MNC% In finanes (except benl-
ing}, msurence, and real estate, MNC's
with nt least $5 billion of consolidated
sgsots pocounted for 4 percent of the
nuraber, but for 72 percent of the con-
aolidated assets, of all MNC?a, In petro-
leum, they accounted for 10 percent of
the number, but 78 percent of the con-
solidated assefs.

i total consplidated assete of the
62 Inrgest MNC’s, finance {(axcept bank-
ing), insurence, and resl estate—
mainly insurance—saccounted for abont
one-third. The relatively largs assets of
insurance MNC's reflected the aizable
finanecial investments that these som-
penies made with the revenuas obtainad
from policy premiums. (Eowever, in
most cages, these companies’ I1abilities,
which eongist primerily of expected
claims ageinst policies. were almaost as
large as their assats, so that net assets
tended to ba zmall)

Manunfactoring and petrolesm each
accountad for about one-Fourth of the
consolidated assats of the €2 largest
MNC's. (i the manufacturing total, 46
percent Waos in transportation equip-
ment, 15 percent in nonelectrical ma-
chinery, 13 percent in chemicals, and 12
percent, in metals,

The 62 largest MNC's accounted for
42 pereent of the sales and 28 percent
of the employment—compared with 50
percent of the consolidated assets—of
all MNC’. Their much smaller shave
of employment reflected the fact that
many of these MNC'2 were ¢lassified
either in finance {except banking), in-
surance, and real estote or in petrolewm,
which are industries with relatively low
ratiog of employment {0 total assets.

US. parents and forcign affiliates

The asset size distributions of U.S.
parents and of foreign afiliates were
also highly skewed ioward the larger
parents or efitlintes {table €).

For U.5. perents, the distribution
was roughly similar to that for the
MNC" a5 & whole, There ware 5 par-
ents with assets of abt Jeast 35 hillion
pach ; they accounted for 1 percent of
the nember, hat 47 percent of the asaets,
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of all .S, parents, In addition, the dis-
tribution was skewed in each major in-
dusiry, as shown in table 6. Parents
with sssets of at leasi $5 billion ae-
eounted for 1 percent of the number,
but 28 percent of the gssets, of 41l man-
ufacturing parents; ¢ percent of the
nnmber, but T¢ percent of the assets, of
ali parents in finence {except banking},
insurance, and rasl estate; and 7 percent
of the number, but 68 percent of the as-
sgts, of ell petrolenm pareniz, Of the
asspte of the 50 largest parents, finance
{¢xcept banking), insurance, and real
estate accounted for 39 persent, manu-
facturing for 8 percent, and petrolenm
for 20 percent.

Primarily because foreign affiliates
served smaller markets than their TLS.
patents, the aversge asset size of afili-
ates was considerably smaller than that
of parente—321 million compared with
%451 million. As a result, foreign affil-
iatex were much more highly coneen-
trated in tha smaller size clsses shown
in table 6. Omly 1 affiliate ont of 23,641
had aseets of at Jeast 35 hillion. Never-
theless, the skewness of the affiliates’ as-
set gize distribution is evident. There
were 337 affiliates with assets of $I00
million or more each. They sceommted
for 4 percent of the number, but 59 per-
cent of the assets, of pll affiliates. By in-
dustry, they acconnted for 3 pereent of
the number, but 48 percent of the assets,
of all manufacturing affiliates; 12 per-
cent of the number, but 8L percent of
the assets, of all petrolevm effiliates:
and & percent of the nuraber, but 65 per-
cent of the assets, of 21 affilintes in fi-
nance {except banking). insurance, and
real estate. OF the assets of the 837 lnrg-
est affiliates, petrolewm snd manufac-
turing each accounted for 82 percent;
finznce {except banking), insurance,
and real estate and “other industries™
each zecounted for abomt 18 percent.

Location of MNC Operations
U.S. and forelgn operations compared

In termz of assets, TS, MN(’s gen-
erally had significantly larger opera-
tiona in the Tnited States than abroad.
Of total MNC aggregated amets of
$2,083.4 billion, TS, parents scounted
for 76 percent and foreign afliliates 24
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percent {tabls 1}. Aggrerated rather
than consoltdated agsets are used in this
discussion baceuse of the difficnlty in
calculating shares based on the latter.
4As noted above, intarcompany positions
hetwean 2 parent and affiliate give rise
to assets on the books of both enter-
prises: a decigion to remove thess asgets
from the hooks of one enterpriss or the
other to ealenlats the parents’ and affili-
ates’ regpective shares of the totals,
would have been highly arbitrary.

Detobar 1551

When MNC aggregated assets wera
classified by industry of U5, parent,
the affilisata shares of the industry totals
go obtained were highest— 88 and 35 per-
cent, Tespectively—in petrolemm and
mining. Tn these industries, companies
often need to operate abrond in order
to secure natural resourcs snpplies.

Affiliate shares were lowest—11 and
10 percent, respectively—in finance
{except banking), insuraznes, and real
estate and in “ather industries.” In the

Table 5.==Ssleeted Data of 1.5, HNC» Wodd dwide, 1977, Tndustey of 1.5, Parant by Sizeof
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CHART 12
Number and Worldwide Gonsolidatad Assets of U.S.
MNC’s, by Asset Size
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formeyr, the Jow share was mainly at-
teibutable to affilistes of MNC's in in-
surance. Insarance MNC's have tended
to concentrate their overseas efforts on
reinsuring policies written by unafili-
ated foreign companies, rather than on
egtablishing aflilistes to write insnrence
polivies direstly, In some eountries,
foreign ownership of insurance com-
panies is restrieted or prohibited. In
addition, per capita purchases of in-
surance poenerally heve heen Iower
abroad than in the United States, In
“gther industries,” the affiliate shere
wag particalarly low in eransportation,
communicatior, and public ubilities—
industries that are often ent
owned or controlled abroad, so that
opportunities for foreign investment
are relatively limited.

The afiiliste share of MNC assets in
manofacturing, which acsounted for 44
percent of ali MNC aggregatad assets,
wns 28 percent. Among the major in-
dustries within manufacturing, the af-
filinte shares were highest in nonelec-
trical machinery (35 pereant) and low-
est in food, metale, and “other manufac-
turing” (about 25 percent esely),

In general, large U5, perent com-

Bl g

panies tended to have relatively large
total foreign operations, as measured by
the combined asseis of each parent’s
foreign affiliates ; conversely, small U.5,
parent sompanies tended to have rela-
tively amnll total foreign operstions
{tabla 7). For example, of the 281 1.5,
parents in the thres largnst size classes—
1.8, parents with assels of 1 billion or
more each—T8 percent had foreipn op-
srations with combined nssets of $100
millisn or more, wherass & percent had
foreign operations with combined as-
getz of ynder $25 million; a majority of
the large parents with large foreign op-
grations were in manufacturing. In eon-
trest, of the 1,855 U.8. parents in the
3 amallest gize alazees—ie., parents with
nasets ander $50 million each—less than
1 percent had foreign operations with
eombined assats af $100 million or more,
wheress 85 percent had foreign opera-
tions with combined nssats of under 325
million.

drea distribution of the foreign opera-
Hons

By area, more TLS. MNC's had for-
eign affiliates in developed countries
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than in developing countries; 2,682
MNC*% had afiliztes in developed coun-
tries and 1,570 had affilintes in develop-
ing countries (tabla 8), There were 167
MNCs with affilistes in “interna-
tional®—ie., with afiiliates whose oper-
ations spanned more than one country
and chat were engaged in oil and gas
drilling, petrolenm shipping, other
waber trensportation, or petroleum
trading, (Tf an MNC had affiliates in
mnore than one area, the MNC was
comted once in each area, Thus, the
sum of MNC's with affiliates in the three
major sreas exceeds the total number
of MNC's. For the same reason, the
number of MNC’s in the other country
ot industry cells in table § may not add
to the snbtotals or totals of those coun-
tries or industries.}

By comntry, Conada was host to the
Jargest number of .5, MNCs—1,907.
“T'he Thnited Kingdom was second with
1,288, Other countries where a large
number of T.5. MNC' had offiliates
were Germany {831), France {688).
nnd Mexteo (660).

In terms of assets, the foreign opern-
tions of U.S. MNC’s were also move
heavily coneentrated in developed coun-
tries than in developing countries, Al-
mnst three-fourths of affilistes’ agsets—
§35%.6 billion out of 3490.3 billion—wers
in these conntries {tables 9 and 10}, Of
the developed countries total, manufac-
turing affiliates nceounted for 42 per-
cent, petroleum affilistes for 21 percent,
and afiiliates in trade and in finance {(ex-
capt banking}, insurance, and real es-
tate for about 13 percent each. Assets of
Canndian affiliates at $86.2 billion, were
Jarger than those of affiliates in any
other single country. Manufacturing ac-
counted for sbont one-third of their as-
sats, and petroleum and finance {except
banking), insurance, and real estate for
abont one-fifth each. In Europe, afil-
jates had amsets of $206.6 billion. The
Eurcpean Communities {$} accounted

" for about 80 percent of the assets, of

which over one-half weve in manufac-
turing; the United Wingdem, Germany,
and France had the largest shares, Jap-
anese sffilixtes had assets of $21.8 Lillion.

Assets of affilistes in developing
countries were $115.8 billion. These as-

sets were less concentroted in manufac-



4%

turing and  trade, and more concen-
trated in firenes {excopt hanicing), in-
surance, end real estate, than were assets
of affiliates in developed countrize. The
greater conceniraiion of assats in fi-
nance {except banking). insurance, and
real estate largely reflected the tendency
of MNC's to locate their finapce and
holding company affiliates in certain
developing countries—Bermuda, the
Netherlande Antilles, and Panams, in
particular—in response to incentives,
such wg tax benefits, offered by the conn-
tries. Almost two-thirds of nll assets in
developing countries were in Latin
America; assals ware largest in Brazil

SURVEY OF CURRENT BUSINESS

and Bermuda—with just ovar 17T hil-
lion each. Muost of the assets in Brazil
weore in manufacturing, while most of
those in Bermuds were in finance (ex-
cept banking), insurance, and real
estata,

The number, sales, and employment,
as well as the asseis, od affiliates were
heavily concentrated in developed conn-
triea; effiliates in these countries ac-
counted for 66 percent of the number,
nad 68 percent of both the sales and the
employment, of sll afliliates.

The geogmphicel diversity of mdi-
vidual T.8. MNC' is reflected in table
11, which shows the aumber of MNC's

Table f.—Nombher and Totel Ansetn of U.S. Parenis and of Foreign Affiliates, 1377, Industry
of U.%, Farent oc Affilinte by Sire of Total Assets
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with affilistes in varioua numbers of
counéries, Overall, MN{(’:s were not
highly diversified geographicelly, Of
the 5425 MN("s, 4% percent had affili-
ates in only 1 country and 81 pervent in
only 2 to 5 countries ; in confrast, 10 per-
cent of the MNC's had affiliates in 4 to
1¢ sountries, T percent in 11 to 20 coun-
tries, and 4 percent in more then 20
counbries. The single most geograph-
ically diversified MNC had affilistes in
58 countries,

Among the industries shown in table
11, the zeographical diversity of MNC%
varied considerably, MNC's in chemical
monufacturing were the most diversi-
fied. Compared with other indusivies,
the percentnge of MNC’s that had affl-
iates in only 1 country was the lowest—
26 percent—in this industry, Also im
this indasiry, the percentege of MNC’s
that had affiltates in more than 20 coun-
tries was the highest—19 percent.
Qther industries in which MNC% were
highly diversified geographically were
food and transportetion equipment
manufecturing, and petroleum.

MNC!% in finenca (exeept hanking),
insurance, and real estate and in trade
were the least gecgraphicelly diversi-
fied. Clompared with other industries,
the percentages of MNC's that had affl-
jates in only 1 comntry were the high-
est—77 and 59 percont, respectively—
and the percentages that had affiiiates
in more than 20 countries were tha low-
egt—nbout 1 percent cach—in these
industries.

U.S. Parent’s Percentage Owner-
ship of Foreign Affilintes

As notad previously, ownership by 4
U.S. parson of 10 percant or mors of the
voting securities, o the equivalent, of &
foreirn buginese enterprize is comsid-
ered avidenca of the lasting interest, in
or degres of influence over the manage-
ment of, the enterprise thet character-
izes 178, direct investment sbroad.
However, 11.8. parents may not have
actual consrol over the operatione of &
foreign buziness enterprise until their
ownerzhip exceeds 50 percent. A for-
eign afflints in which the combined
ownership of all US. parents axceeds
50 percent iz referred to 1s 2 majority-
owned foreign affiliates (MOFA).
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Of the 23,641 affliates, 19,524~ or 83
perceat—were majority owned; 4 per-
cent weea owned at least 190 but under
&b pereent, 5 percent weare owned at
least 25 bui under 50 percent, and &
percent were owned exactly 50 percent
(tabla 12)." MFA's accounted for T4
percent of total affilintes nssets. Their
shares of sales and employment wera 50
and T4 percent, respectively. Wholly
owned nifliates~those owned 100 per-

£ T more thon one LS perent somnt At loast
10 pereent of & foreign adflliate, the evourship per
stntages of all the parerts "4re combmed 1o tobke
18 Howevar, Iz 1877, valy 248 alsliaten-—fnat avet
1 peresat of all aflliatesr—bad moltiple TH.
A PENEE.
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eemt by their L2, parents—accounted
for B6 percent of the number and 79
percent of the assets of all MOFA's.,
Their share of sales wag 62 percent and
of empleyment T4 peccent.

The remainder of this section dis-
eusses data only for the larger
MOFA'—those with assets, sales, or
net income over $3 million {see ndden-
dum &q table 12), In the 1877 bench-
mark smrvey, much more detailed detn
ware collected Jor this group of affil-
jates than for any other. The larger
MOFA's accoupied for 1 percent of
the number, but for almost all of the
value, of all MOFA's. As a resalt, their

49

shares of the assets, sales, and employ-
ment of all affiliates, regnrdless of own-
ership—T7%, T8, snd 78 percent, respec-
tively—were only alightly lower thoun
the corresponding shores for &ll
MOFA's

By indusiry, the shares of total afli-
ato assets accounted for by the larger
MOFA's were lowest in mining (4
percent’ snd metel meanufacturing (47
percent) (inbles ? snd 13). Tn many
sountries, mining and the primary
metal ndustries were snbject either to
government restricdon? om, or to
sgirong nohional sentiment against, ma-

[ Perd oodtfinned e p. 43)

Table 7~—Number of U.3. Pareuts tu Varlous Asset Size Classes, YW, Industry of U5 Parent by Sze of the Combined Assets of the U.5.

Parsnt’s Foreign Afilintes
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Ototer 1881

(Taat sendinged from 2. 48) -

jority ownership by foreign. investors.
The shares of assefs acconnted for by
the larger MOFA’s were highest in
foodl and non-elecirical machipery (34
percent each) and in elestiical machin-
ery (Bl percent}.

By area, the larger MOF A" account-
© ed for neerly the same shares of assets
in the developed and developing coun-
tries—T1 and T2 percent, respectively.
Among the individusl countries shown
. in tables § and 18, however, the shares
of the lerger MOFA’s varied widely.
They wers highest—59 and 9% percent,
. mespectively—in Libya 2nd Egypt,
countries in which most of the assets
* were in petroloum. They were lowest—
T percent—in Sputh - Eorea. - Other
comntries whete MOFA shares of assats
were relatively low were Japan, India,
. Spain, and Mexico.

Each of the counivies with low
MOFA chares mamtained restrictive
poiicies, as of 1977, toward majority
ownership by foreign investors, In
South Koren, investments had to be ap-
preved by the Governmeat. Foreign
equity usually could not exceed 50 per-
cent except in very capital infensive or
high technology industries, or in certain
industries that did not compets with
existing South Eorean firma.

In Japan, 03 in South Korea, all for-
eign investmaents wers suhject to Gov-
ernment approval. TUntil the early
1970°s, foreipm equity participation was
limited to 50 percont in new, and 23
percent in existing, compznies. Al-
thongh theee limits weare raized to 100
percent by 1977, approval of investment
. Proposals with up to 100-percent for-
eign participation was not sssmred.

In Indis, firms wers required to di-
lute foreign equity participation to no
more than 40 percent, with exceptions
in high priority, high technaiogy, and
export indostries. Large firme, ard
fivins that had not reached the required
equity dilation, needed Government
consent befors sigmificant capifal ex-
pansion ¢ould bes undertaken. In Spain,
Govermment approval was generally re-
quired for investments with 50-percent-
or-more foreign ownership. Exceptions

were made, especially for firms that -
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these parents did not have to report fi-
nancial and operaiing dota in the 1877
benchmerk survey, thenr U5, assets
were considered zero.®

Of the 22,841 foreign waifiliates, 20.-
498, with mmsets of $428.1 billion, wars
incorporated and 3,148, with assets of
$62.1 billion, were unincorporated
{table 14). Branches accounied for
nearly all—39 and #3 percent, respec-
tively—of both the number and total

created st least 160 jobs or favorahly
affected Spain’s balance of payments
In Megico, » 1878 law restricted foreigm
ownership of new investments in mosf
industries to 40 percent.

Form of Organization of
Pacents and Affiliates

Legal form of organization

Of the 3,425 U.S. parents, 8,001, wich
assets of $1,534.7 billion, were incorpo-
rated and 74, with assels of §$3.5 billion,
were unincorporated (mainly partner:

fi. Howsevér, il o .5 individoal, estabk, or trusi
lild it invegiments ahiond jndipestly through a
1.8, boslpwae smterprlee, the .8, budiness enter-
- rriae, rather than the Individunl, estatd, o trusi,

Shlpa} The remmmng as0 perents ware :wu congldersd the DS, parent; 58 thilz cose, the
Iintwprise % domestlc negwts were reported nnd wera
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Table 13.—=TYotal Assets of Majority-Owned Forsign Aflistes as & Percenkage of Total Asscte of ATl Forclgn Afflintes, 1977, Country by
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nseets  of ' unincorporated affiliates;
partuerships accounted for most of the
remainder.

By industry, incorporated affiliates’

ghares of the assets of all affitiatas were
highest—9T7 and ©4 percent, raspective-

_ were lowest—80 and 75 percent, respee-
tively—in mining and petrolenm, With-
wera consistently hiph—over 90 per-
cent—in each industry, The relatively
_tirely attributable to affilistes engaged
in oil and gas extraction. Tncorporated

1 of the assets of these affiliates, compared
i with 87 percent of the amets of affiliates
past, tax advantages enconraged the
¥ orgenization of affiliates engaged in

ly—in manufecturing and trade, and
l in manufacturing, these affiliates’ shares
low share in petrolenm was almost en-
- nifilintes accoumted for only 44 percent
in petroleum snd eoal products, In the
i peirolevn extraction as branches Al-

thongh theser advantages had been
largely eliminated by 1977, their eli-
minetion apparently did not result in
the reorganization of a significant num-
ber of afiliates.

By area, incorporated affilistes ac-
counted for a larser share of the sssets
of all affiliates in developed countries
than in developing countries—g1 per-
cent compared with 74 percent. Among
developing countries, incorporated wi-
filiates’ shares of assets were lowest in
countries whers petrolenm extraction
and minivg were the dominant affiliate
industries.

Number of affilinte estabilishments

A given affiliate may comsist of more
than one establishment. A gquestion in
the 1977 benchmerk survey aszked the
‘“‘number of separate {noncontigunous)
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physzical location: where business s con-
ducted, goods are produced, or services
or industrial operations sre performed”
by the afliliate. Of the 9T percent of af-
filiates from which responses were ob-
tained, 81 percent wers single-establish-
ment enterprises; 28 percent had 2 to
% establishments, 5 percent had 6 to 10
establishments, and ¢ percent had 11 or
more establishments {table 151,

By major industry, the percentage of
affiljates that wers single-establishment
enterprises was lowest (48 percent) in
mining ; mosé other affiliates in that in-
dustry had two to five establishments.
Tha percentage was higheat {78 per-
cent) in Anance (except barlding), in-
surance, and real estate, which includes
holding companies (82 pereent of which
had only one esteblishment).

Among major industries, petroleum
had the highest percentage of affiliates

.-i Tahle 14.~MNumber and Total Assets of Foreign Afhlintes, 1977, Tndustry ud Country of Afiliate by Form of Organization
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with 11 or miore establishments—14 per-
vent. Within peirolenm, afiliates with
11 or mote sstablishments accounted for
pariicnlarly large propertions of all af-
filiates in peizolenm and coal products
{(which inclades integrated refining snd
extraction) snd petroleum wholessls
trade. In the major indusiries outside

petrolenm, affiliatas with 11 or more ea--

tablishments sccounted for € percent or
less of all afiliates, However, in a few
individusl industries, such as retdil
trade, office and computing machines,
and 1ubber producis, the percentages
were much higher—well over 20 percend
each.

Technical Noie

Fox this artlele, MNC worldwide consoli-
datad azceis were roughly approximated as
the anm of total ety of U 2. paranky and of
their foreizn afflllntes, an reporiad {0 the 1077
benchmark surray sml as =bown in table 1,
colpmn 4, lems: {1} T.B. parenis' reccivables
from, sod eqolty [nvestment in, foralpn 3fRi-
ates, (2) aMllabes' recelvalles from 1.5, par-
ents, and (3) aflintes receivablips from, axnd.
equlir Investment in, other foralgn gfiliates
of thelir U 5. parents.

For arveral regsona, the worldwide cenashi-
dated nesols of & plvan MNC, ay czledlated
for this artcle, may b higher than they
would bave been if cploulated by the MNG
itzelf. First, $ha asgats of all forsign business
AnteTprices owned at least 10 parent by thelr
.2, pareot have besn Jnclnded In NG
worldwide conaolidated nsseiz In bhis grticle
in order to conform to 11,8, direst Investment
concepts, Tu contrast, under U.S. geoernlly
aceepted accounting prineiples {FAAFP}, dnly
MOFA's=—nflistes owned more than %0 por-
cent by their 0.8, parent—would be Tochaled
In a U5 company's worldndde coneolidstion.

Barond, o givten MNC%s worldwide coneoli-
dated asgets, R calealated here, wmay be
Mgber then wnder GAAT becawsa of the con
golidation rulez npplied to T4, parents tn the
1877 Lenchbmark sorvey. In the survey, a 1.9,
parent was deflned £3 @ Eally ooneoHdatad
.2, businesy eoterprise. According to ihe
surver rules, the 0.8, enterprise, noder cer
tain droumgtances, had bo inclode U8, sub-
Zlaieries in 1ty consulldation that wonld nor-
mally hove heen excloded nander HAAFR.
Hpecifically, if & U.5. subsidiary wos owned
more then B0 pearcant by tha enderprise, hut
was normally excloded from full consolida.
tior in reports to stockholders—becanse, for
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Table L. =Nomber of Affiliztos Having Operations xt 1, 2 ta 5, 6 te 10, or IT ar Mare
Phyvieal Locations, 1977, by Indoptry of Afthliate
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eramyle, it was a fAnancs company, bot the
qul.ug enterprise was a tuanafctirar, oy ity
It muuns wera otharwise mmralated o LHoge
of the ownlng enterprifse—ithe benchmark sur-
vay pevartheless roguired ita data to be coo-
golldated (o0r Bggresdted, Iif consplldation
woukl have caussd an nodoe burden) with
those of the sutevprise, It shondd be noted
; that, if the mubslditcy in goestion were agEoe

L ent’s memedd would ba farther svarstated
becaoes, 1o aEgraEation, the duplicetion
cansed b¥ Intercompany aseets would pot be
wlmipated, {In additon, this consolidaban
{or apgregation] would affect the Estribw-
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A gRbed, Tather then consolldated, ibe T8, pur-
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tiom of T7.8. parent {apd, hence, WY daia
by Indastry, 1f the corporation balng conaoli-
dated (0T aggregated] werw 1o o dlffersnt
Indestty Irom ihe owning enterprise.}
Third, MNO waorldwide sonsclidated azssts,
a8 cplemlated leye, way jncitde the pssets of
some foreign afiillates that, even if majoxity
.owned, are. not Dermatly inelodsd Inm Bn
MWNCa wosldwide consolidation. For exsnyle,
gifiliztzs whosa actlvites nre unretaded to
those of their T.5. parents, or whoes ptatus
it in doubt berause of onsteble copditions in
foreign host eountriss, may not bormally be
conanlifds bed iy (e MAO
Fioally, somwe intercompany Asects of 0.5,

57

parents and thejr foreirn aftilates that nor-
mally wiuld be elimingtsd In consclidaton
ware ool separctaly ldentfed in the 1977
benchmark sarvey, Thya, the duplication
chaged by these intersompany arests, which
was probably smaell, conid mot be entireiy
sliminated in deriving MNC worldwide con-
eolidated assets for thin artiele,

Afiliatan” ToceivalMes from cther forelam
afillates were reported only for MOTA',

" Thuy, consolldeted woridwide asgebs, as da

fned bare, are overstated o the extent
mineritr-owned affilates hed recelvabley dove
from ofher Toreign aflintes of their 1.5,
pRrenty



